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SUBJECT: Conputer Technol ogy & Equi prent Contri butions To School s
Deduction/ Conform ty

SUMVARY

Under the Personal |Incone Tax Law (PITL) and the Bank and Corporation Tax Law
(B&CTL), this bill would allow taxpayers an augnented charitable contribution
deduction for contributing conputer technol ogy and equi pnent to educationa
institutions.

EFFECTI VE DATE

This bill would apply to taxable or incone years beginning on or after January 1,
1998.

LEG SLATI VE HI STORY

AB 2219 (1997), SB 405 (1995/96)

SPECI FI C FI NDI NGS

Exi sting federal and state lawallow a taxpayer to claima deduction for a
charitable contribution nade to a tax exenpt organization, including a federal,
state, or local governnent entity and nonprofit groups that are religious,
charitabl e, educational, scientific, literary, or work to prevent cruelty to
children or animals. A charitable contribution includes gifts to, or for the use
of, tax exenpt organizations. These gifts may be in the form of noney or
property. |If property is donated as a charitable contribution, the taxpayer nust
generally determi ne the property’'s fair nmarket value. However, if an itemis

val ued over $5,000, an appraisal is required to verify its val ue.

Under federal and state | aw, the anmount of the deduction all owable for a taxable
or income year with respect to a charitable contribution may be reduced dependi ng
on the type of contributed property, the organization to which the property is
contributed, and the inconme of the taxpayer. Generally, the deduction for
property contributed that would have resulted in ordinary incone being recognized
had the property been sold is |imted to the basis of the property. Corporations
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are entitled to claima deduction for charitable contributions, generally limted
to 10% of their taxable income (conputed wi thout regard to the contributions) for
t he taxabl e year.

Federal | aw provi des augnmented deductions for certain corporate contributions of
i nventory property, including corporate contributions of scientific equipnent
constructed by the taxpayer, provided the original use of such donated equi pnent
is by the donee for research or research training in the United States in

physi cal or biological sciences. Under these special rules, the anbunt of the
augnent ed deduction available to a corporation making a qualified contribution is
equal to its basis in the donated property plus one-half of the anpunt of
ordinary incone that woul d have been realized if the property had been sold.
However, the augnented deduction cannot exceed twi ce the basis of the donated
property. S corporations are not eligible donors for purposes of these special
rules. Eligible recipients are limted to post-secondary educati ona
institutions, scientific research organizations, and certain other organizations
that support scientific research.

The federal Taxpayer Relief Act (TRA) of 1997 expanded the augnented deduction to
i ncl ude contributions of computer technology and equi pnment by a C corporation to
an educational organization, maintaining a regular faculty and curriculumw th an
enrol |l ed body of students in attendance where its educational activities are
regularly carried on, or to an entity exenpt fromtax that is organized primarily
for the purposes of supporting elenentary and secondary education. This

provi sion does not apply to any contributions made after Decenber 31, 1999.

Al t hough an augnent ed deduction was all owed for the contribution of qualified
research property made between 1983 and 1993, current state lawis not conforned
to the augment ed deduction provision of federal |law, nor the recent expansion by
t he TRA

This bill would rely on the federal TRA of 1997 to allow taxpayers a charitable
contribution augment ed deduction for contributing conputer technol ogy and

equi prent. This bill attenpts to nodify the TRAto: 1) allow the contribution
to be nmade any educational institution, including but not limted to, public or
private institutions, elementary and secondary institutions, or community coll ege
2) specify that refurbished property qualifies; 3) provide the federa
contribution term nation date would not apply; and 4) allow the augnented
deduction to PITL taxpayers.

Pol i cy Consi deration

This bill does not [imt the deduction to contributions nmade to educati ona
institutions located in this state.

| npl eent ati on Consi derations

The department has identified the foll ow ng concerns. Departnent staff is
available to work with the author’s office to resolve these and ot her
concerns that may be identified.
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Definitions are needed for: “public or private institutions,” “elenentary
and secondary institutions,” “community colleges,” and “refurbished
property.” Further definition is needed for “educational institution.”

Techni cal Consi derati ons

Existing state law, in general, confornms to the Internal Revenue Code (I RC)
either by incorporating the IRC by reference or by stand al one | anguage
which mrrors the federal provision. Wen applying the IRC for state

pur poses, the IRC as of the “specified date” nust be used, unless a specific
provi sion provides otherwise. State |law currently uses the specific date of
January 1, 1997. |IRC section 170(e)(6) providing a special rule for
contributions of conputer technol ogy and equi pnent for elenentary or
secondary school purposes was enacted on August 5, 1997, by the TRA. Thus,
the new sections added by this bill are not technically correct.

This bill attenpts to allow the augnmented deduction under the PITL by
reference to I RC section 170(e)(6). However, since the federal augnented
deduction is limted to corporations, the PITL section in this bill does not
have any effect.

FI SCAL | MPACT

Departnmental Costs

Wth the inplenmentati on concerns unresolved, the departnent is unable to
estimte departnental costs.

Tax Revenue Esti mate

The revenue inpact of this bill is estimated to be as foll ows:

Esti mat ed Revenue | npact of SB 1985*
Taxabl e/l ncone Years After 12/31/1997
Enact nent Assuned After 6/30/1998
(In $M11ions)

Fi scal Years 1998/ 99 1999/ 00 2000/ 01
Revenue | npact (6) (5) (5)
(Rounded)

*1t is assunmed that educational institutions nust be |located in California

Any possi bl e changes in enpl oynent, personal income, or gross state product
that mght result fromthis bill are not taken into account.

Tax Revenue Di scussi on

Revenue | osses woul d depend on the amount of additional deductions for
conput er system contributions to educational institutions and the average
mar gi nal tax rates of contributors.

This bill attenpts to adopt and broaden federal |aw by all ow ng augnented
deductions for contributions of conputer equipnent (including refurbishing)
and software by all businesses and to any private or public educational
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institution. The revenue inpact projection is based on federal estinmates
for Section 170 (e)(6) of the Internal Revenue Code (TRA of 1997) and

i ncreased by 25%to reflect the nodifications this bill would nake to the
federal statute. The revenue estimate assunmes the technical correction of
this bill.

BOARD POSI T1 ON

Pendi ng.



